el Information presented =d|sclosec that YOu were lncorporated on’ . under B
S the non~pmﬂt, non-stock: .corporation laws ofithe State of* Article 3 of your-Afticles of..
cofporation states that your: purposes shall be to engage jn:any: lawful activities authorlzed by

o of the Statutes.’ ‘An attachment o yi icles of Incorporation further =
t-states, among, other things,that notwrthstanding any othef’ n of your Articles, you shall !
ot wrry on any.other activ;

ifies not_ permitted to be carried an. orgenmﬂon that is exempt !

A orochure you have pmvided mdreetes that you are. a.—_hea’th tare -

: :oalitiomwhose membersare several for-proﬁt companies. You; stafe:that you want to’ aseure

- ; _onat high quality health care is available locally for employees and: famrlles of member-". L ;.' e
E cempames .You.represent over Wi} employees: and over- covered: lives” in the . R

i .and areas.” :Your.current network uncludes

f numercus local physicians and additionial specialty providers.  You state

~ that you.eontract with an olitside .consultant fo negotiate prefen'ed pnang arrangemenbz and to

provrde advme ‘on matters aﬁecﬂng yourorganization. - -

1o .

:." Other reasons you. gnve for your formahon are:

' > ;‘-,‘:" Member compames mdmdually lack time and perhaps experuse {0 manage health care
: expendltunes. o R

Improve the qua!' ty. and avallabrlfty of services rendered
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Negotiate contracts wit Hesithcars:providers, /- . [ -~ i ¥

' :Eft?éiﬂﬁfy and decrease ,S‘ys:t*-?ﬂff:l ?“éfé&éﬂqies- =

i dmprove the.overall éer:_:eptiop of heattheare delivérad in the geographic marketplace
. Protect embloyees. from unexpected out-of-pocket costs. . '

.....

Ry ' -'Y'e,d_ indicate that your souro&coffhamal support.a}é payments of_initiaﬁon fees hy -
1 tymember companies and @ monthly fee based on employee participation. An. employer becomes

i 2 member of your.network by paying the following initiation fees: - -
| #of Employees liftiation Fee T

i

501-1000: . . SVENEND
1,000-2000+ - -‘SYENED

.......

n . : ot

i mustheboth organized and operated exclusively for one:of riore sxempt purpases. Under -
- PurRose.
1o ;- Section 1.501(c)2V1/4)(2) of the reguiations piovidés that the term."charitable” is used in

ode section 501(c)(3) in its generally accepted legal sense: . The promotion of health has lohg -

Rl 89-545,1969-2 C.B. 117.

3
1,

,, o |.as "operated exclusively” for.cne or more exempt purposes only if i engages primarily in

C s Uthe, Codé. An orgariization will riot be so.regarded if rmore than an insubstantial part of its
;. activi les'is.nat in furtherance of an exempt purpose, L .

& In Rév. Rul. 69-545,:1969-2 C.B. 117, the Service established the community benefit;
"1 1. operated for the chaittablé purpose-of promoting health, .

H
!
!
13
H
]
.r
i
|
i
]

sesto o oswmm g T Tty

Section 501(c)(3) of the Intemal Revenue Code (the Code) provides for.the exemption from -, i
ederal.income tax of organizations organized and operated exclusively for charitable, scientfic ...~ - . -
reducational purposes, provided no part of the organizgﬁon!s net eaming:'; inures to the benefit. - . -

. ¥ order for An organization fo be.exempt as one describéd-in‘séiction 501(c)(3) of the Codé, it © = . .-

., .Section 1.50HcH3)1(a)(1) of fhe Income Tax Regulations (the regulations) provides that in .~ -

. Sacton 1:501(CX@x1(d)(1)(0(b) of the requiations; an exempt purposs inciudes a charftable - .+ "¢

© ., iheen regarded as a charitable purpose. . See Restatement (Second) of Trusts, sections’368,.. . : | .
L E372(1989); 4A Scott and: Fratcher, The Law of Trusts, sactions 368, 372 (4" ed. :1988); Rey.: o :

|+ __ Section 1:501(c)(3)1(c)(1) of the réguiations provides that an orgarization willbe regarded . .
/7 activitissiwhich accomplish one or more: such exempt purposés.specified in section 501 (cX3)of - I

' ] wtandard as the test by which the Service determines whether a hospital is organized and i oA




o 1 purposes:”

{1 ,é9_1 )-('Geisingerdl™), held:that a prepaid health care organization that arranges for the . * ..

- “awhole'and therefore does not promote health in a charitable sense. Under the community
;" bénefit:standard, the organization must benefit the community as.a whole in addjtion fo its, -

" 1

I rietia flexible community. bensfit test based on a variety of indicia. : -

. o Rev. Rul. 77-:*68l 19771 C;B.'142;.hgld'that a nonpioﬁf organization formed to pfpvid'ef' '
-3 individual psychpldgiwl~qnd.ﬂumtf0naﬁfb!valuaﬁons.-as:we.llas'hmojring-a_nd'therapy, for .
"+ children.and adoleseénts with leamingd

1

5 4, 8ervices are designed to relieve psychological tensions ahq'ﬂ)ereby.,imbrb\ie the'memal'healm ::' ' .

: . o assistand comfort the pafients qualifies for exemption under section 501(c)(3) because it .. - -
-, 1, promotes health by helping relieve the distress of hospital patients who benefitfromthe™- ™. .~ . .
4, visitation and comfort provided by their rélatives and fiends. : . - SRR

' :Ltmgt.bbéra'ted restaurants and heatth-food stores with the'intention of furthering the religious .

i — e e i

.+ Ensiess‘enterptise. Thersfors, the organization did not qualfy for recognition o sxempon. .
{218} under Section 501(c)(3).df the Code. - R .

L

, - | Cir. 1980), held that while selling preseriptions pharmaceuticals promotes heaith, pharmacies
-5 ¢ ' cannot qualify foF recognition of exemption.under section 501(c)3) of the Code on that basis” - -t
L4 alone. S . S TP

.} oftha:children and adolescents, it prorotes health,

' . «f . '

‘s . S . .
E L . ‘
- . o . !
tae B . ' i, N !
b . . ;
: t 4 ' Jbe ‘
. " e : ‘

Kl -3- .y

. o i
: 1

- InBalter.B ureaw of Washington ited:States, 326 U:S. 279; 283 (1045),0- © | |
,, the.Court:stated that "the preserics;of a single ... [nonexenipt] purpose, if substantial in nature, ~ 7

will destroy therexemption regardiess of the number oF importance of truly .. [exempf] _

issioner, 985 F. 24,1210 (3".Cir. 1963 revia 62 TOM.A658 - -

- Gelsipger Health. lan.v,

. provision of health care services only to its members: benefits it menibers, not the communityas’ ;. !

* *Remibers. lﬂ-Qonqluging that the organization did niot qualify.for exemption under.section ;.- -

' Rev. Rul. 75-197, 19751 C:B, 156, heid that a nonprofit organization that operates a frde: * . 17 11"

:fd"aﬁty

H

re oles lisabllities qualifies for exgmption under section™ -+ ;. .
“50%(c)(3) of the Code because it both:promotes heatth and advances.education. Becatise iis ..

Rev. Rul. 814298, .1989-1 C.B:328, held that a nonprofit organization that provides housing, . .
‘ransportation and counseling to hospital patients® relatives ond flends-who fravel to thellocality ™

+Living Faith, Inc. v. Commissiorier, 950 F. 2d 365 (7 Cir. 1961), involves an organizationi "

 work'of thie-Seventh-Day Advéntist Church.as a health-ministry. However, the Seventh Circuit
held:that these:activities were:primarily carried on for the purpose of conducting a commercial

armacy .Setvices, Inc. v. Commissi

oner, 72 T,C. (1979); affd, 625 F,2d.804 (8%

. .
B
' o1
L
g :
b
T
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.=y did nof resemble that of the typical-section 501(ck3). organization. It had neither solicited, noR- ' iei
" ["recéived, any voluntary contributions from the public. The court concluded that becausetts'sole.- = -

. vlcode.
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‘ Rey. Rul, 54-305, 1954-2 C.B. 127, involves an organizalion whose pritary. purposeis ... - 0
. Cperation; and m.aln'tenan_(:'e;qfa.purqhasjpg agency.for the:benefit of its otherwise unrelated.” ... .- o
" 1 members.who are exempt as charitable organizations., Theiruling held that the organizafion did® - - . -
+..+ | ot qualify. under seetion: 104(6) of the ‘Code. (the predecessor to section 501(c)(3)) bécause its * |
- - activities consisted.primarily of thé purchase.of supplies and the, performance of other related . i
' ¢ senvices.” The ruling. further;stated that such. activities in themseives: canriot betermed - v

stan

.. Charitable, but are ordiha;ygt:;pgigijs_.s' activities.

' Rev. Rul. 72-369, 1972-3 C'B 245, deals with an organization formed to provide LR
- i'management and consulting services at cost to unrelated exempt organizations. This revenue ... | .
" ¢ iling-held that, providing management'and: consulting.services on a regular basis for afeeisa
. &, frade.or business that is ordinarily carfied an for profit. The fact that the services in this case . -
" ; + Were provided-at-cost-and solely for exempt organizations was fot sufficient to characterize this

-

"} j{actvityas chanitable within the meaning of secion S01(c)(3) of thé Code, |
" In B.AW. Group, Inc; v: Commissioner, 70 T.C. 352 (1978), the drganization entered i -+ .

. consultarit-retainer relationships with five or six limited resource groups ihvolved in the fields of /- .. "+
+ .1} healffi,:housing, vocational skills and cooperative management. The organization's financing - s

" ¢ actity consisted of offering consulting sérvices for a fee, sét at or close o cost to ronproftt, .= ..
o limitédfr,&source;qrgani;apghs.; j;'gigt.ndt,';gqalify for exemption under section 501(c)(3) of the '

0 Section 1,504 ()31 1(e)1) of the reguiations states that an orgariization which ié orgafized ' -
1 1 and operated for the pritary purpose of carrying on an unretated trade or businessisnot:- - -
ol g;;»xemgtgnder secﬁqn._501-(¢)(3)‘-of the Code. I I S .
i Ottt .
{ “

- Section 51 3(a) of theCode defines the term "unrelated ﬁade:or=5usinees' as any trade or

o 5 ouisipass the.~ozduct.of which is niot subsianiially fefatad (aside from the need of the e

.. ' organizationfor income orfunds or the: use it makes of the: profits derived) to the exercise or P
+ 1 herfarmance by.such organization of the purpose or function-constituting the basis forits | ..

"= - sxemption.

e Section 1:513-1(aj of the regulations defines "unrelated business taxable income™.to mean ..

' 1 gross income dérived by-an organization from any unrelated trade or business regulaly carried "
-+ afby R, fess directly. connected deductions and subject to certain modifications. Therefors, ~ .
1. gross.income:of an exempt organization subject to the tax imposed by section 511 ofthe Code ' |

4., I gkl in the Computaton of unrelated business taxable ncome 1. (1) 115 oot fus .

-, rade or business; (2) such trade or business is regularly carried on by-the organization: and (3): i
= 1he‘conduct of such trade. or business is riot substantially related (other than throughthe - | -

oo production of funds) to ttie ‘organization's performance of its exempt functions.

Section 1:,513if(b)fpf:ﬁwé=fegulaﬁon§ states that the phrase "frade or business” includes * ~ - 7
.., y-activities carrled:on for.tha-production of income which pesses the characteristics of a trade-or N
e businessi within-the meariing, of séction 162 of the Code. :Section 1.513-1(¢) of the regulations . "

'
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1 séction 1.513-1(d)(2) of the:regulatio

b 1 ns states that a trade or business is related to exempt * -

' |- purpases only where the conduct of the business activity has a causal relationship to the - -

. [lndehievenient cf-an exempt purpose, andis.sibstantially related for puiposes of section 513,
~ onlyifthe causal relationship is. a Substantial one. Ths,

ed to be substantially related.fo o

| "l purposes fdrwhich-e;;err_)ption.is granted, the production or distribution of the goods:or the .

11" perfonmance of the.services from which the gross in
- o the 'abr;ompl_iShmentzof:ftl'sose, '

*Secion 1.513-1(d)(4) of the régulations:states
-, 1.1 promotion of exen pt functions does not constitute gross income from the conduct of
| unrelated trade or business, . _ ' S

————

¢

: E : Youractmnes consist of an‘aﬁging contracts for the déli\éery of health care seMcés.lowlly .
Lo ff’éfor_egﬁelqyejés and famili'es.of‘member companies.” Essentially, you-are a facilitator'of these '
; -contract services. and.perform no othey achivities. Under the: regulati

The Semceandcourts have recognized that thepromohon of health includes activities offier -
©.| Han the direct provision;df patient care.; See Rev. Rul. Rul. 81-298, supra; and Rev. Rul. 75-97; .,
Atipra.: However;.an organization that merely promotes health, wi

: . RPN S ey e

o
Sim e T st

. [:amangeicontracts for the delivery of health vices for : ili
sy - | companies In:your-nétwork. This may promote health. However your activities are

; » Without more, is not entitied to. ;" - ", - °
. “recoghition-of exemption under section 501(c)(3) of the Code. See Living | Faith, Ind.v. . * 7"
- Commissioner, supra, and. Federation. Phanma, Services Inc. v iSSit

IR -

‘exclusively for an:organization's members primarily benefit the members, not the-community A
- awhole, -Under'ﬂ)ef.qgmm(znlty_ benefit standard, the organization must benefit the community. -
'as. W members. In concluding that the-organization did.not qualify for. .

tes that gross income derived from charges for R

. : for the ‘conduct of a trade or business S
. | fromiwhich a pafticular amount of gross income is deriv =

[N
Ve,

ulations, an organization thatis - . .

come is derived st contribute imporiantly . !




| exemption under ssction 501(c)(3) on the biasis of promoting heaith, the court of appeals stated .

© %, [ that an organization mustimeeta flexible community benefit test based on a variety ofindicia.”:. @ .

, By providing administrative and management services to your members, your activities - - o

- . | primarily. benefit your members, not the Sommunity as awhole. Therefore, you donotsatisfy - - .
7, the “ledble community benefit test based on a variety of indicia” established.in Geiginger || - .- L

.| supra. Because you have net éstablished:that you Promote heailth in a charitabie manner,and ...

-you do.not satisfy the cofmmunlty benifit standard, you are:not operated exclusivelyfora - .-
", charitable purpose.- See'section 1 SOTCEN3)-1(e)(1) of the regulations and. Better Business -
+ +'.Bureal ashi 1,.D.C..v: ted § supra. Fherefore, you-do not qualify for- -~ -
» r"e;g_emptie}n under section 801(c)(3) of the Code as a charitable organization: on the basis that

L Adéér’dingly, you dcé hiot qualify for exeniption as-an organization fd'escn‘bed in section ° :
. .+ '801(cK3) of the Code and you must file federal income tax retums, . ‘ L

S Contiibutions 0'you are not deductible under section 170

Q'ft;ht-; Code. L
. ¥ . You. havethe n'gl.it 1o Protest this ruling if you believe it.ls‘--_fncon'e(:t_: re T-o protest, yo,,', Sho,iild. ' .
31 submmit.a statement of your views to this office, with a full explanation of your peasoning. This ® .’
* 7 statement, signed by one, of your officers, must
S0y y pf . S

be submitted within 30 days from the date of this .-
L i-letter. : You also have aright to,a conference in this office af I i

Requirerhents, . '

- . iyoudo not protest this.ruling in Umely-manner, it will be considerad. by the Internal . O
. .| Réveriue Service as a failure to exhaust available administrative remedies: Section 7428(b)(2) Pl e g o
'L of the Code provides, inpart, that a“deciaratory judgement or decree undes this section shallngi. *t+ = ]

s s be issued in-any, proceeding unless the Tax Court, the United States Court ;

' i 4\ organkzation involved has

Sl F;"IRevehyef Service.

e lfwedo not-hear from.
+ | forwarded to the Ohio Tax Exemp
-

pondence to: Internal Revenue Service,

OH 45201. The appropriate State e
wiﬂaCodesection'6104(c). . b
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by usmg the following. addr%s

When sendmg addmonal letters to us wnh respeet to this-case, you wm;expedite‘.tﬁ:e'{r'_: receipt o

Marvm Fnedlander e
Manager Exempt Orgamzatiens :
Techmcal Group 1 :

t,




